General Business Conditions 





HE business situation has shown no 
pronounced change during February, 
either in facts or sentiment. Prelimin- 
ary figures indicate that the industries 
have been running at about the same 
rate as in the preceding month, and that the in- 
dexes of production such as that of the Federal 
Reserve Board, which was 81 in January against 
84 in December and 117 last August, have held 
about stationary. The latest bulletin of the Na- 
tional Association of Purchasing Agents, after a 
discussion of the general sluggishness and div- 
ided opinions as to the outlook, nevertheless re- 
fers to “orders for subsistence purposes”, which 
signifies that some buyers have worked off 
surplus stocks. Apparenily the curtailment of 
industrial activity by nearly one-third, within 
five months, has balanced the market position 
in a good many lines of everyday use. This 
has checked the decline, but without raising any 
great expectations of vigorous recovery. 


Steel mill operations, which were rising from 
New Year’s week to the end of January, levelled 
off thereafter and have been steady at a little 
above 30 per cent of capacity. At this rate pro- 
duction is below consumption, as it has been 
for some time, but buyers are limiting their pur- 
chases very closely. A majority of the automo- 
bile plants have run their assembly lines only 
three days a week; a moderate improvement in 
sales, largely seasonal in character, is reported, 
but heavy dealers’ stocks preclude much in- 
crease in production until the Spring pickup is 
more definite. The textile industries on the 
whole have held to about the January levels, 
and appear to be receiving enough new orders, 
counting the good weeks with the bad, to sup- 
port operations at the curtailed rate. 


Retail trade figures have not made as good 
a showing in comparison with a year ago as 
they did in January, when department store 
sales over the country were down 4 per cent, 
and mail order sales between 3 and 4. How- 
ever, February last year, against which the 
current reports are measured, was the peak 
month of the recovery. There is a good deal of 


Economic Conditigf 


Governmental Fin 
United States Securitie 


New York, March, 1938 


encouragement to be found in contrasting the 
retail figures with the production levels of the 
consumers’ goods industries, for they indicate 
beyond doubt that general merchandise is mov- 
ing into consumers’ hands faster than it is being 
produced. Department store inventories at the 
end of January were 4 per cent under a year 
ago, according to Federal Reserve figures, and 
will show an increasing percentage reduction 
each month, since outstanding commitments 
are much below last year.. These are average 
figures, and the stores and departments which 
are below the average are providing “subsis- 
tence” buying, as previously mentioned. 

Despite inventory improvement, figures on 
current income undoubtedly warrant conserva- 
tism in judging the trade outlook. Factory 
payrolls in January, according to the Depart- 
ment of Labor’s compilations, were 21 per cent 
less than in the same month last year. Farm 
income is better sustained. The best reports of 
automobile sales come from the farm States, 
and the agricultural equipment makers are 
doing better than most industries. Neverthe- 
less, the Department of Agriculture, in report- 
ing a decline of 9 per cent in farm cash income 
during January, predicts that the total for the 
first half of the year will be around $3,000,000,- 
000, compared with $3,500,000,000 a year ago, 
a decrease of about 15 per cent. 


Buying Policies Conservative 


The speculative markets have held their 
ground within about the same range as in De- 
cember and January, but reflect the caution pre- 
vailing ; they weakened in the early part of the 
month, and rallied later. Statements made by 
the Administration to the effect that prices of 
raw materials are too low attracted a better 
demand for commodities on the exchanges, and 
led to replenishment of stocks where they had 
dropped to low levels, but there is no evidence 
that the industries are yet ready to carry 
through a broad buying movement. On the con- 
trary, a good many manufacturers still have 
higher inventories than are desirable in rela- 
tion to their current sales; their first concern 
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is to reduce their stocks, and their purchases of 
materials are naturally limited. By and large, 
they buy in accordance with current require- 
ments rather than on the theory that prices 
may go higher, and this is sound policy from 
the general as well as the individual viewpoint. 
Everybody wants to see more buying of staple 
commodities and industrial materials, but if 
there is to be any lasting improvement it will 
have to start with consumption. A buying 
movement would be short-lived unless the ma- 
terials purchased were being made into goods 
and the goods were being sold and consumed. 


A Base for Recovery? 


Optimists can take satisfaction that the de- 
cline in industrial activity has finally flattened 
out, after five months of headlong drop, and 
that staple prices in general continue to hold 
their ground. However, stability on a level one- 
third below that of last August, and about 35 
to 40 per cent below the calculated normal vol- 
ume of business activity, is not a welcome state 
of affairs, unless it becomes a foundation for 
recovery. Whether this will prove to be the 
case remains, of course, to be seen. 

Business should improve in the Spring, due 
to working off of inventories and seasonal in- 
fluences, but evidently is not yet prepared to 
move ahead on a broad scale. The decline has 
left too many problems of disturbed price re- 
lationships, reduced values, and lowered pur- 
chasing power to permit a sudden or sharp 
upswing. The drop in sales has left costs rela- 
tively too high in the industries, which cuts 
profits away or prevents price adjustments, and 
in many cases does both; and reduction of costs 
on a falling volume is a complex process. 

There has been no clarification of the general 
outlook such as might spread confidence, and 
the capital markets and capital goods industries 
offer little promise of early expansion. Unfilled 
orders for heavy products are declining as ship- 
ment on old contracts is completed. Building 
contract awards are running considerably be- 
low the same period last year, 23 per cent below 
in January and 35 per cent in the first half of 
February ; and the greatest decline is in private 
work, chiefly residential. The steel industry will 
spend in 1938 only one-half as much on plant 
improvement and replacement of equipment as 
it did last year. The utilities will spend less. 

All this indicates that improvement will have 
to start in the consumers’ goods industries and 
spread to capital goods rather than the reverse. 
The first essential to revive business through 
consumers’ goods is to put prices on them which 
people with diminished incomes can pay. 


Price Policy 


Economists within the Administration have 
made a statement of price policy to which Pres- 
ident Roosevelt has given his approval, and 


which properly emphasizes the importance of 
balance in the price structure. All inquiries into 
business fluctuations come to the conclusion 
that balance within the economic system is nec- 
essary to prosperity, for balance means simply 
that producers are distributed among the 
various occupations in proportion to the de- 
mand for their product; that they are exchang- 
ing their goods and services upon equitable 
terms so that each has buying power for the 
product of the other; and so on through all 
economic relations. Since prices represent the 
terms of exchange, the emphasis put upon the 
need for balance in price relations will be sup- 
ported by economists of all schools. 

The Senate Commerce Committee has ap- 
proved a resolution offered by Senator Bailey 
which authorizes an investigation into price 
questions. If this investigation takes place, it 
is to be hoped that it will bring out a more gen- 
eral understanding of what balanced prices 
really are. A simple definition is that balanced 
prices are those at which the largest possible 
volume of trade and employment results, and 
there is no way of determining the balance ex- 
cept by the state of trade and employment. A 
common misunderstanding of the term is the 
assumption that an unchanging “parity” exists 
to which prices should always conform, and 
that every deviation from past relationships is a 
sign of disparity. This leads to the effort to 
define the parity in mathematical terms, based 
upon some past period. This was the error in 
the original Agricultural Adjustment program, 
which sought to restore farm prices to a level 
that would bear the same relation to prices of 
goods which farmers buy as they did in 1910-14. 
In fact there are no fixed parities; hence they 
cannot be calculated by reference to the past. 
The parities are constantly changing, under the 
influence of changes in productive methods, in 
the quality of the product, in consumers’ pre- 
ferences, in the number of people entering or 
leaving each occupation, and other factors. 

Secretary Wallace has become the foremost 
critic of the use of calculated parity prices as 
the control for agricultural policy. He has 
pointed out forcefully what the consequences 
would be if production curtailment should be 
enforced to raise the price of cotton to its cal- 
culated parity, which is now about 16 cents. 
Obviously another large part of our cotton 
growing industry would be destroyed. 


Prices Must Be Free to Fluctuate 


It is also to be hoped that the forthcoming 
study will impress upon Congress the fact, 
which follows from the foregoing, that prices 
must be free to fluctuate if they are to accom- 
plish their function. It would be futile and 
disastrous to put “balanced prices” into effect 
by arbitrarily designating parity levels and 
establishing control schemes in each commod- 
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ity to fix the price of each at the desired point. 
The function of prices is to act as the traffic 
policemen of the economic system, directing 
capital and labor down one road and away from 
another, warning producers how they should 
plan their operations, encouraging or discourag- 
ing consumption, and thus balancing supply 
and demand. When equitable price relations 
break down it is not only the disruption that is 
important; it is the indication that too many 
producers are in one group and too few in an- 
other, or that one group is refusing to trade on 
fair terms with another, or that the business 
equilibrium is otherwise disturbed. The trouble 
is not in prices, but in what lies behind them; 
and if prices are fixed it is impossible to apply 
the real remedy. 

A third point is that the reasons for the 
failure of certain prices to fluctuate as freely 
as others should be settled and made clear. It 
is often charged that prices which are main- 
tained at relatively high levels during depres- 
sions when others go down are “monopoly” or 
“administered” prices. The fact is, however, 
that there were flexible and inflexible prices 
long before there was “big business” or “trusts” ; 
and the simplest explanation of the difference 
is in the character of their costs. If the chief 
cost of production is the producer’s own labor, 
and his out-of-pocket expense is small, he tends 
to keep up his output and his prices go down. 
On the other hand, if the product carries a 
heavier overhead cost; if the out-of-pocket ex- 
pense is heavy due to use of hired labor; and 
if these costs are relatively inflexible, as they 
generally are, then the tendency is for prices to 
be inflexible also, and for production to decline. 

Fourth and finally, the investigation should 
bring out the difference between balancing 
prices upon the basis of scarcity and upon the 
basis of abundance. If it is sought to balance 
rigid prices and low production in one group 
by artificial curtailment and price-fixing in an- 
other, the effect is scarcity and high costs. If 
such a policy were carried to the absurd. the 
price of everything would be infinity, and there 
would be no goods for anybody. The great 
danger of employing control schemes to balance 
prices is that a vicious circle of restrictions on 
production is set up. 

This is pertinent to policies being followed 
in the world at this time. Production is re- 
stricted to support prices, and while producers 
get a higher price per unit they have less to 
sell. The rubber growers have had their export 
quotas cut from 90 to 60 per cent of standard 
for the purpose of holding the price at 14 cents 
or better, if possible. Tin export quotas have 
been reduced from a high of 110 per cent to 55. 
Our Government is seeking to cut the American 
cotton acreage this year to 26,384,000, from 
the peak of around 45,000,000 only a few years 
ago; and if this cut seems necessary now it is 


only because like policies have been followed 
in the past few years. 

The steadiness of commodity prices at pres- 
ent is due in part to control and restriction 
programs, in many markets. They can achieve 
their object of supporting prices, but obviously 
at the expense of lessened employment to pro- 
ducers and a higher cost of living to consumers. 
The argument that the benefits of “balanced 
prices”, maintained through restriction, can off- 
set the loss of production, trade and consump- 
tion manifestly contradicts itself. 


Balancing the Price Structure 


The important question in the price situation 
is: what natural progress is being made in im- 
proving price relationships, in ways that add 
to employment and activity instead of restrict- 
ing it? It is through such adjustments, in con- 
junction with exhaustion of surplus stocks of 
goods, that the consumer goods industries in 
due time will make their effort to start a genu- 
ine upturn. The situation is not void of favor- 
able signs. The textile and apparel industries 
have made drastic price cuts. These are largely 
at the expense of the profit margin, but the 
New England mills and some weaving and knit- 
ting mills elsewhere have had the co-operation 
of their workers, who are taking lower wages 
in order that the mills may get orders and 
give work. Shoe workers have done the same. 

Prices of retail merchandise in general are 
declining, and are now lower than a year ago 
by 2 to 5 per cent, according to various esti- 
mates. This is in the direction of balancing the 
price structure on the basis of abundance. 

Cost of living indexes, influenced by the fall 
in food prices, are declining, but the drop is still 
small in comparison with the decrease in pay- 
rolls and farm incomes. Prices have been cut 
on one grade of steel, cold rolled sheets, and 
reaffirmed for the second quarter on others. 
The renewal of the U. S. Steel Corporation 
wage contract, with provision for abrogation 
on twenty days’ notice, preserves flexibility of 
action in respect to steel costs, and is alto- 
gether more suited to the present situation than 
a year-long arrangement would be. One auto- 
mobile price reduction has heen made; reports 
of a more general cut are current, and may be 
causing deferment of purchases. 

Only through adjustments to restore the 
balance, of the character touched on earlier, will 
the full benefits of the inventory reduction now 
going on be experienced, and the consumer 
goods industries put in shape to go ahead. It 
will be time enough to hope for gains in capital 
goods after the lighter industries lead the way. 

The trend of business abroad has been mod- 
erately downward, taking the good with the 
bad. Canada and Great Britain have both been 
declining, but not in degree comparable to the 
United States. Meanwhile our export business 
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is favorable. January exports were $67,000,000, 
or 30 per cent, larger than a year ago. 


Money and Banking 





The announcement by the Treasury of a 
modification of its gold-buying procedure was 
among the monetary developments command- 
ing chief attention during the month. Com- 
mencing January 1, 1938, gold acquired by the 
mints and assay offices will be included in the 
inactive, or “sterilized,” gold fund only to the 
extent that such acquisitions in any one quar- 
ter exceed $100,000,000. It was also stated that 
no change is being made in the procedure 
whereby any gold released by the mints and 
assay offices is taken from the inactive gold 
account. (Presumably this announcement does 
not cover purchases and sales of gold by the 
stabilization fund, figures for which are not 
made public.) 


In changing its buying program, the Treas- 
ury reverses in part the policy adopted in De- 
cember, 1936, of dealing with newly-mined 
domestic gold and gold imports in a manner to 
prevent commercial bank reserves from being 
affected. As our readers will recall, gold was 
then flowing to this country from abroad in 
vast quantities, and occasioning an increase in 
banking reserves that, in the opinion of the 
monetary authorities, was threatening to be- 
come unmanageable. In August of that year, 
the Federal Reserve Board attempted to check 
the growth of excess reserves by raising mem- 
ber bank reserve requirements by 50 per cent, 
but no sooner was the reserve excess cut down 
by this means than it began to build up again 
under the impact of the continued gold inflow. 
To meet this situation, and preceding a further 
increase of reserve requirements to double 
the original levels, the Treasury adopted the 
so-called “sterilization” program,—that is to 
say, it bought the gold with money borrowed 
from the open market, thereby avoiding any 
net increase in open market funds. 

Now, under the new procedure, the Treas- 
ury (to the extent of $100,000,000 of gold quar- 
terly) reverts to the practices of the pre- 
sterilization period. As metal is received, it 
will be paid for with funds obtained by draw- 
ing gold certificates against the gold bought 
and depositing them in the Federal Reserve 
Banks for credit. Thus, within the limits 
named, gold will be permitted once more to 
exercise its “normal” influence upon bank re- 
serves, and borrowing by the Treasury to pay 
for gold purchases will be discontinued. 

Conversely, in the event of a gold outflow, 
the gold will be sold by the Treasury out of its 
sterilized fund, and the proceeds disbursed by 
way of debt retirement or other expenditures, 
thus sustaining open market cash. 


New Gold Plan Conservative 

For some time prior to the announcement 
of the modified gold plan, rumors had been 
current of impending monetary changes, but the 
plan itself has proved to be quite conservative, 
as indicated above. In its announcement, the 
Treasury stated that approximately $30,000,- 
000 of gold accumulated since the first of the 
year would be de-sterilized immediately, but 
clearly this is an insignificant total when 
measured against existing surplus reserves of 
around $1,400,000,000. While it is true that, 
with a quickening of the gold tide, unsterilized 
gold purchases could easily reach the permitted 
$100,000,000 quarterly, or $400,000,000 annually, 
nevertheless, even at this rate, the effective 
additions to our monetary gold stock would 
fall far short of the huge increases that oc- 
curred in the period from 1934 to the adoption 
of sterilization operations at the end of 1936. 
Moreover, owing to the increase that has taken 
place in the legal reserve requirements, the 
expansibility in bank deposits of gold now 
received has been cut down to approximately 
half of what is was formerly. 

Below we give figures showing the amounts 
and sources of Treasury gold purchases, by 
quarters, from 1934 to date; also the net addi- 
tions to, and subtractions from, the monetary 
gold stock of the United States, by years, since 
1914. It is of interest to note how the amount 
of gold which the Treasury now says it is 
prepared to see enter the credit structure com- 
pares with the figures of previous periods. 


Sources of Treasury Gold Purchases 
(In Millions of Dollars) 
*Net Release 
from Domestic 
Imports Earmark Production 

1934, Jan.-Mar. 692 20 

Apr.-June 160 25 

July-Sept. 108 28 

Oct.-Dec. 29 
1935, Jan.-Mar. 25 

Apr.-June 27 

July-Sept. 34 

Oct.-Dec. 36 
1936, Jan. Mar. 30 

Apr.-June 35 

July-Sept. 43 

Oct.-Dec. 42 
1937, Jan.-Mar. 34 

Apr.-June 38 

July-Sept. 47 

Oct.-Dec. 47 (est.) 


*Note—Minus signs indicate net increase in ear- 
marked gold, which reduces Treasury gold stocks. 


Net Change in Monetary Gold Stock 
(In Millions of Old Dollars) 


1928.....000 — 238 


*Includes $2,808,000,000 profit on revaluation. 
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What the practical effects of the change in 
gold policy will be is problematical. While the 
plan has been generally interpreted as mildly 
inflationary, or “reflationary,” in its purposes, 
Government officials have been guarded in 
their comments. With excess reserves, as 
stated, in the neighborhood of $1,400,000,000, 
it is evident that the source of business diffi- 
culties does not lie in that quarter. 


Trends in Money and Credit 

With the seasonal retirement of currency 
completed by the end of January, the rise of 
excess reserves, in progress since December, 
levelled off and during February the totals for 
all member banks fluctuated between $1,390,- 
000,000 and $1;400,000,000. For New York City 
member banks alone the range was from $473,- 
000,000 to $519,000,000. Currency in circulation 
increased slightly during the month from the 
end-of-January low point, but fell under the 
totals a year ago, as was to be expected in 
view of the decline of payrolls and general 
spending. 

Total earning assets of the weekly reporting 
banks declined further during the four weeks 
ended Feburary 16. Loans declined $145,000,- 
000, of which $65,000,000 was in brokers’ loans. 
Business loans fell rapidly through the greater 
part of January, but steadied in February, due 
in part to borrowings of $50,000,000 from a 
group of banks by the United States Steel 
Corporation. Bank investments in securities 
continued to rise, up $264,000,000 since the first 
of the year. On the side of deposits, demand 
liabilities other than those due banks and the 
Government held comparatively steady, while 
time deposits increased. Balances due foreign 
banks continued to fall, both in the reporting 
member banks and in the Federal Reserve 
Banks, decreases being $250,000,000 and $140,- 
000,000, respectively, from last year’s peaks. 

United States Government and other high 
grade bonds were in good demand, and second 
grade issues showed rallying power, evidently 
having been oversold. Central European issues 
were weak on the political crisis. Short-term 
money rates were unchanged, with discount 
rates on 90-day Treasury offerings holding 
under 1/10 of 1 per cent. 


Foreign Exchange and Gold Movement 


Reflecting the uncertainties in the business 
situation in this country and fear of inflationary 
developments, the dollar experienced renewed 
weakness during the first part of February. 
Sterling exchange advanced from around $5.00 
to about $5.04, while Dutch guilders extended 
their more or less steady rise in progress since 
last Fall. Other currencies, including Swiss 
francs, were likewise strong against the dollar, 
with French francs an exception. Towards the 
close of the month the dollar recovered some- 





what on the Austrian crisis and reassurance 
against radical monetary departures in this 
country. 

Demand for gold in London was again strong, 
resulting in an advance in the price which at the 
peak touched the New York- London export 
parity of around $35.21 an ounce. The rise in the 
demand for gold reflects the prevalent distrust 
of all currencies which mirrors almost instantly 
the changing complexion of the day’s news. 

At the present time, London has become the 
chief focal point for nervous capital, not only 
from the United States but also from France and 
Central Europe. To a smaller extent, the same 
is true of Zurich and Amsterdam, though in the 
latter case incoming money is said to be more 
largely returning Dutch capital rather than 
foreign funds. In short, Europe has a “hot 
money” problem, similar in many respects to 
ours a year ago. In London, the demand for 
gold is being met partly out of newly-mined 
metal and partly out of the resources of the 
Exchange Equalization Account which acts as 
the stabilizer of the gold market and impounds 
gold as a protection against sudden withdrawals 
of international balances. At the time of the 
great dishoarding of gold last year, the author- 
ized borrowing power of the Account was in- 
creased by act of Parliament by about a billion 
dollars, and on September 30, last, the Account 
held $1,396,000,000 of gold, which left it, accord- 
ing to calculations of the London “Statist”, with 
free sterling reserves available for further gold 
purchases of about a billion dollars. Since then 
this free sterling reserve probably has grown 
larger, due to sales of gold to hoarders, repatria- 
tion of French capital, and conversion last Fall 
by the Argentine Government of approximately 
$100,000,000 of its sterling balances into gold. 


Switzerland and The Netherlands Discourage the 
Inflow of Foreign Funds 


The magnitude of the flow of funds to Hol- 
land and Switzerland may be seen from the 
record breaking monetary stocks of their re- 
spective central banks. The revealed gold re- 
serves of the Dutch Bank are now approaching 
one billion dollars, to which must be added an 
unknown amount of gold held by the Nether- 
lands Exchange Equalization Fund. The Swiss 
National Bank has about $700,000,000 in gold 
and almost $250,000,000 foreign exchange, the 
latter held chiefly with the view to reduce the 
profit-loss from upward or downward revision 
of the gold price. Other central banks have 
also protected themselves in a similar manner; 
the Swedish Riksbank held at the end of 1937 
about one billion kroners (almost $420,000,000) 
in foreign exchange and bills. 

In the first months after the suspension of 
the gold standard in September, 1936, the gold 
inflow received by The Netherlands and Swit- 
zerland represented repatriated capital, re- 
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leased gold hoards and undoubtedly also the 
improved balance of international payments. 
Subsequently, the inflow included foreign 
funds which both countries are trying to dis- 
courage, fearing serious repercussions in event 
of their withdrawal. Last October, the Swiss 
authorities induced the commercial banks to 
impose a one per cent “safekeeping” charge 
on new foreign deposits of less than three 
months maturity. Only deposits maturing in 
nine months or over are permitted to earn in- 
terest at a very low rate. The regulation be- 
came operative in December, but apparently 
the inflow of funds into Switzerland continues, 
as gold holdings of the National Bank have 
risen $50,000,000 since the first of the year. 

The return of capital from America, reinforced 
by the influx of new “hot money” from Central 
and Southeastern Europe, has accentuated the 
easy money conditions in the recipient markets. 
In London, consols have risen about 5 points 
since the beginning of 1938, while keen com- 
petition for Treasury bills has also attested to 
abundance of short-term resources. Early in 
the month, Sir John Simon, Chancellor of the 
Exchequer, announced that the restrictions im- 
posed more than five years ago on the export 
of British capital will be relaxed. A similar 
measure was also reported from Holland, 
which is now converting over 1% billion of 4 
per cent State loans into 3 per cents. 


Concentration of Gold Stocks 


Probably never in modern history have mone- 
tary gold stocks been so unevenly distributed 
as they are at the present time. As will be seen 
from the table reproduced below, seven creditor 
countries own almost 85 per cent of the world 
gold stocks of $24,100,000,000. This does not 
include at least 1% billion gold in the British 
Equalization Account and in the stabilization 
funds of the Netherlands, France and Switzer- 
land. Roughly, about half of this gold — some 
10 billion dollars—represents international 
balances seeking investment or safety. To pro- 
tect themselves against sudden shifts in inter- 
national funds, the central banks in these coun- 
tries have impounded in gold almost their 





World Monetary Gold Stocks 
(in Millions of Dollars) 


Dec. Oct. Dec. Feb. 








Country 1936 1937 1937 1938 
United States ........ 11,258 12,803 12,760 12,788 
United Kingdom ...... 2,584 2,689 2,689 2,689 
FANCE) crcccccccccccscecssosere —- 2,996 2,428 2,564 2,427 

oe 632 572 597 592 

‘ein 655 646 648 696* 

ete 490 906 930 969 

240 244 244 245° 

Creditor Countries 18,855 20,288 20,432 20,403 





45 Other Countries.. 3,775 3,698 3,708 diktow 
Grand Total ........... 22,630 23,986  24,140e 24,100e 

e—estimated. *In addition, the Bank of Sweden 
held over $400,000,000 and the Swiss National Bank 
almost $250,000,000 in foreign exchange. 









equivalent through higher reserve require- 
ments, stabilization funds, foreign exchange, 
“inactive gold funds”, or through non-revalua- 
tion of gold reserves. In this country, for 
example, we have set aside almost $6,000,000,- 


- 000 gold in one form or another to be available 


against possible withdrawals of foreign capital 
without disturbance to our credit structure, 
while Great Britain could lose $2,500,000,000 
in gold before affecting its domestic credit base. 


Profits of the Industries in 1937 


The profits of leading companies which 
have issued their annual reports for last year 
make an extremely uneven showing. Many 
representative companies in different lines, 
particularly in the durable goods industries, 
made further gains in sales and earnings, thus 
continuing their course of recovery from the 
low point of 1932. A number reported “in the 
black” for the first time in five to seven years. 

On the other hand, the profits of many lead- 
ing companies in the consumers’ goods indus- 
tries turned downward last year, because the 
increase in their operating costs ran ahead of 
the increase in sales. Even in those cases where 
dollar profits were larger, the margin of profit 
on sales was usually narrower, due to the rise 
in costs. 

This “squeezing” of profit margins became 
more pronounced as the year progressed. 
Whereas a group of some 200 leading corpora- 
tions, which issue quarterly figures, started out 
the year with a gain of 53 per cent in combined 
net profits for the first quarter as compared 
with the corresponding period of 1936, the gain 
in the second quarter was reduced to 24 per 
cent and in the third to only 18 per cent, while 
profits in the fourth quarter fell 34 per cent 
below those of a year previous. 

Earnings during the final quarter were cut 
not only by the slowing down of business 
volume, but also by the decline in commodity 








Industrial Corporation Profits for Fourth Quarter 
(In Thousands of Dollars) 








No. Industry 1936 1937 % Chg 
7 Automobiles ............ $ 90,221 $58,702 —34.9 
18 Auto Accessories...... 1,369 4,092 —44.5 
i =e 5,830 5,218 —10.6 
15 Building Material 8,648 2,716 —68.6 
12 Chemicals  ............0000 45,976 40,383 —12.2 
9 Electrical Equipment 25,361 26,105 + 2.9 
12 Food Products............ 13,627 9,111 —8$3.1 
8 Household Goods...... 7,848 5,085 —35.8 
20 Iron and Steel............ 48,295 4,098 —91.5 
11 Machinery ........ccccsces 4,147 2,102 —49.3 
9 Merchandising ........... 4,132 2,640 —36.1 
7 Mining, Non-ferrous 20,441* 19,969 — 23 
8 Office Equipment...... 7,052 6,283 —10.9 
8 Paper and Products.. 4,456 1,887 —657.7 
16 Petroleum  ............cc000 18,053 16,921 — 6.3 
1 Railway Equipment 3,776 3,521 — 6.8 
11 Textiles and Apparel 3,588 540 —85.0 
70 Miscellaneous ............ 29,357 19,680 —33.0 
BEE TOtel cccrcrccsecccscccccvccescece $348,177 $228,993 —34.2 





*Before certain charges. 
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prices and the consequent writing-down of in- 
ventories to market, and by year-end reserves 
for taxes, including the surtax on undistributed 
income. Many companies, in fact, reported 
larger profits for the first nine months of 1937 
than for the full year, indicating that any 
operating profits during the fourth quarter 
were wiped out by year-end adjustments and 
reserves. 
1937 Annual Profits Up 8.5 Per Cent 

A tabulation of the annual statements of 
1,020 leading industrial and merchandising 
corporations now published shows combined 
net profits, after charges but before dividends, 
of approximately $1,838,000,000, which com- 
pares with $1,693,000,000 for the same com- 
panies in 1936 and represents a gain of 8.5 
per cent. 

Total capital and surplus funds of these 
companies aggregated $16,755,000,000 at the 





beginning of 1936 and $17,253,000,000 at the 
beginning of 1937, upon which the annual rate 
of return rose from 10.1 to 10.7 per cent. 

Comparative net profits for the past two 
years are given in the accompanying summary, 
classified by major industrial groups, which 
also shows the net worth and annual rate of 
return. As has been pointed out in the past, 
however, the reports of leading corporations 
which make public their financial statements 
indicate merely the trend of earnings from one 
year to another, but do not provide an accurate 
measure of the average rate of earnings for 
industry as a whole. The latter can be found 
only in the official Statistics of Income, com- 
piled by the Treasury Department from the 
sworn tax returns of all corporations, a con- 
densed summary of which is given later. 

An examination of the tabulation will show 
that most of the sharp gains in earnings 





PROFITS OF LEADING INDUSTRIAL CORPORATIONS FOR THE YEARS 1936 AND 1937 
Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges 
and Reserves, but Before Dividends. 
Net Worth Includes Book Value of Outstanding Preferred and Common Stock 
and Surplus Account at Beginning of Each Year. 
(In Thousands of Dollars) 








Net Profits 
Years 
Industry 1936 1 


Per Net Worth Per 
Cent January 1 Cent 
Change 1936 1937 


Per Cent 
Return 
Change 1936 1 





Agricultural Implements ........ $ 57,060 
Amusements 26,576 








Apparel 
Automobiles 317,806 
Auto ACCESBBOTICS .....ccccrrsecccseoree 12,826 


Bakery 22,931 


Chemicals 
Coal Mining 
Containers 


COttOn GOOdS ......cccrccccesserercesseres 
Drugs and Sundries ...............0+ 
Electrical Equipment ..a.........+06 
Fertilizer 
Food Products—Miscel. .......... 




















Hardware and Tool ..........0++ 16,871 
Heating and Plumbing ............. 24,388 
Household Goods and Sup. ...... 42,087 


Tron And Steel acccrcccccccccssscesereee 130,527 
Liquors 22,538 


Machinery 21,227 
Meat Packing ..........cccccsrcoscssees 30,752 
Mdse.—Chains, Food 18,821 
Mdse.—Chains, Other ............. 63,580 
Mdse.—Dept. Stores ..........-00 21,324 
Mdse.—Wholesale, etc. ........... 11,524 
Mining, Non-ferrous «000 106,704 
Office Equipment ...........csceee 15,228 
Paint and Varnish  ........0.000 11,454 
Paper and Products ........0...cc000 16,569 
Petroleum 
Printing and Publishing ......... 
Railway Equipment .........c.c.c 
Rubber Tires, Cte. ......ccccccccceseee 
Shoes 


Silk and RAYOM ..nrccccccccccrsesossssees 
Sugar 
Textile Products—Miscel. ....... 


Tobacco 
Woolen GOOdS .....cccccccsrcorsscrsseseeree 


Miscel. Manufacturing .........0+ 
Miscel. Services ........cccccrsssseesoee 10,843 


1,020 Total 























$ 65,942 
9,376 5,072 


$477,669 $508,777 + 6.5 
307,581 

88,251 90,319 

1,222,029 1,286.056 

75,635 80,739 


258,501 261,385 
359,468 373,652 
907,530 961,349 
247,374 247,259 
354,278 377,630 


212,010 218,899 
102,943 109,942 
650,728 590,889 

97,541 90,105 
662,278 661,206 
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$1,693,488 $1,837,941 


102,488 112,147 
249,852 259,545 
259,874 269,845 
2,928,548 2,954,872 
117,677 126,620 


174,626 191,828 
558,778 577,408 
133.043 136,244 
430,581 438,605 
258,958 267,026 


139,114 151,926 
1,117,132 1,184,520 
106,664 108,019 
92,822 97,462 
346,796 346,041 


1,074,087 1,135,882 
402 67,019 
555,056 564,712 
$29,€17 355,089 
163,813 167,652 


83,232 83,621 
195,377 

92,210 96,385 
508,854 

90,771 


355,558 361,065 
244,511 243,807 


+ 8.65 $16,754,542 $17,253,130 
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occurred in those industries which enjoyed a 
further expansion in sales volume last year. 
Marked gains in gross and net income were 
reported by representative companies in such 
lines as steel and non-ferrous metals; building 
materials; agricultural implements, electrical 
equipment, heating and plumbing fixtures, 
office equipment, railway equipment, hardware 
and machinery. 

There was also a recovery in earnings of 
many amusement, fertilizer, paper and pe- 
troleum companies, where the rise in costs for 
labor, materials and taxes (which affected prac- 
tically all industries) was more than covered 
by the increase in sales or by other factors. 

In numerous lines, however, a moderate in- 
crease in sales was more than offset by the rise 
in production costs, by inventory losses or by 
special troubles such as strikes, floods, etc. The 
result was a decline in net profits, or even a 
return “into the red” by many companies in 
such lines as baking, meat packing, liquors, 
miscellaneous food products and tobacco; auto- 
mobiles, accessories and tires; textiles, apparel 
and shoes; drugs and co::tainers. 

As profit margins in important industries 
diminished during the course of the year, or 
disappeared entirely, the incentive to expand 
plant and equipment naturally was reduced. 
This undoubtedly was one of the chief causes 
for the curtailment of capital expenditures last 
year, which in turn affected the industries pro- 
ducing capital goods. The fact that activity in 
some of the “heavy industries,” such as ma- 
chinery and equipment, was relatively well 
maintained during the latter months of the 
year was due to their back-logs of old orders, 
—not to current bookings. 

The unsatisfactory earnings during the 
second half of the year were doubtless a factor 
in the recent sharp increase in commercial 
failures, which according to the Dun & Brad- 
street records numbered 2,263 from January 1, 
1938 through February 24, against 1,429 in the 
same period of 1937, while liabilities of concerns 
that failed during the month of January totaled 
$15,035,000, against $8,661,000 in January a 
year ago. 

Trade Profit Margins Lower 


In the merchandising field, narrowing profit 
margins were reported last year by many 
representative wholesale houses, department 
stores, grocery and other chain store organiza- 
tions that have published annual statements. 

The causes were the same as already de- 
scribed for the manufacturing industries, name- 
ly, higher costs for goods purchased, raising of 
wage rates, shortening of hours, inventory 
losses and higher taxes. Keen competition 
made it difficult in many cases to raise the 
prices charged to consumers, without checking 
the volume of sales. 
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In addition to old-age benefit and unemploy- 
ment insurance taxes, there were further in- 
creases in rates and in the multiplicity of state 
and local levies upon trade. Some of the “anti- 
chain store taxes” recently enacted are so 
burdensome and discriminatory that they have 
begun to force the liquidation of stores in cer- 
tain localities. 


1937 Inventories Up 14.2 Per Cent 

A great deal of attention has been centered 
upon the size of merchandise inventories, and 
upon the question of whether excessive inven- 
tories were the cause of the slump in business 
last year. 

In tracing the general trend of inventories 
(recognizing numerous exceptions in the case 
of individual companies) it should be remem- 
bered that between the years 1929 and 1932, 
total inventories of all manufacturing corpora- 
tions in this country, measured in dollars, 
dropped by roughly one-half. During the next 
five years, 1932-1937, there was a steady re- 
covery in sales volume, accompanied by a build- 
ing up of physical inventories and by higher 
price valuations. 

When volume turned downward last year, 
however, and commodity prices weakened, 
there was a widespread tendency on the part 
of merchants and manufacturers to work down 
inventories and to curtail new commitments. 


A tabulation based on the year-end balance 
sheets of 215 large corporations, with inven- 
tories of $1,000,000 and upwards, shows that 
total stocks of finished goods, raw materials 
and goods-in-process increased by 14.2 per cent 
during the year 1937. 


Inventories of Leading Corporations 
(In Thousands of Dollars) 
December 31 % 
No. Industry 1936 1937 Chg. 


10 Auto and Accessory.. $320,971 $382,489 +19.2 
9 Building Materials...... 25,1380 32,062 +27.6 





16 Chem., Drug & Paint 99,184 124,750 +25.8 
6 Containers ...........cccccceee 75,301 104,992 +39.4 
4 Electrical Equipment 56,373 73,022 +29.5 

15 Food Products ............. 106,501 100,795 — 5.4 

12 Household Goods........ 39,247 50,212 +27.9 
7 Iron and Steel.............. 14,919 19,394 +30.0 
ie NINE, "nsssccosseceatecceaseces 66,001 75,590 +14.5 

17) Machinery cc. 75,029 88,027 +17.3 

21 Merchandising ............. 166,938 177,734 + 6.5 
9 Paper and Products.... 14,036 17,286 +23.2 
4 Petroleum  ...........ccccceee 68,222 77,130 +13.1 
8 Railway Equipment.. 22,677 30,670 +35.2 
2 Rubber Tires, etc....... 79,850 79,715 — 0.2 
Be TI cainaeescccnccanesicensenies 55,912 65,070 +16.3 

27 Textiles and Apparel 114,012 107,218 — 6.0 

12 Tobacco - 833,650 369,745 +10.8 

28 Miscellaneous . as 92,793 110,011 +18.6 








215 Total  cccccccrcccscrscerscccseees $1,826,746 $2,085,907 +14.2 


It will be noted from the table that in several 
industries the year-end inventories of leading 
companies were only nominally above those of 
a year ago, and in some cases were actually 
below. Moreover, in certain lines an increase 
in inventories was warranted and necessary, 








aa af wl it ae 








March, 1938 


because of the substantial increase that 
occurred in volume of sales. 

In connection with these sample figures, it 
is important to bear in mind that, while stocks 
actually on hand were somewhat higher than 
those of a year previous, the commitments of 
many companies at the year-end for new pur- 
chases of materials and supplies are known to 
have been much smaller. 


Official Figures for All Corporations 

In contrast to the relatively good showing 
of leading corporations in the different indus- 
tries, whose reported profits are given wide 
publicity, the official Statistics of Income cov- 
ering all corporations always have shown a 
much lower rate of earnings for the same 
periods, when they become available some 
years later. 

For the record a condensed summary is given 
of the gross and net income of all manufacturing 
corporations in the United States for the ten- 
year period, 1926-1935, the figures for the latter 
year having only recently been given out in 
Treasury Department press releases: 


All Manufacturing Corporations in the United States 
(In Millions of Dollars) 


Gross Taxes NetInc. Net Inc. Net Net Inc. to 
Year Income Paid afterTax toGross Worth Net Worth 
1926...... $62,495 $1,139 $3,124 5.00% $42,366 7.38% 
— 63,723 1,065 2,580 4.05 46,273 5.58 
1928...... 67,273 1,118 3,366 5.00 48,050 7.00 
1929...... 72,132 1,161 3,862 5.35 60,017 17.72 
1930...... 58,650 952 801 1.36 52,695 1.52 
,: eR 44,033 731 -988 -—2.24 52,122 -1.90 
1932... 31,977 647 -1,906 -5.97 47,640 -4.00 
1933...... 35,150 853 - 8 -0.01 48,976 -0.01 
1934...... 41,093 832 714 1.74 43,342 1.65 
1935...... 47,898 1,315 1,460 3.05 38,152 3.83 
Average 
1926-35 $52,442 $ 981 $1,301 2.48 $46,463 2.80 


Source: Compiled from annual Statistics of Income, 
Treasury Department. - Deficit. 

The Importance of Business Profits 

There is no longer much “secrecy” or “mys- 
tery” surrounding the financial operations of 
“big business”. Usually, in fact, the bigger 
the business, the more complete is the informa- 
tion that may be obtained regarding it. 

From the 1937 reports that have already 
been issued by many leading corporations, or 
from final reports that will be issued shortly, 
it is possible to calculate the average net profit, 
after all charges and taxes, realized by the 
manufacturer last year on the ton of steel, 
pound of meat, package of cigarettes, etc., that 
he produced. 

Taking account of the costs of distribution, 
it will be found that the portion of retail price 
which represents the manufacturers’ profit is in 
most instances surprisingly small, even in the 
case of the more successful organizations in 
any particular industry 

It is a simple fact, yet one so often over- 
looked, that this relatively small residue of net 
profits, which remains after the payment of all 
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other “costs,” pays the “cost” of the capital 
that has been invested in plant, machinery, 
tools and merchandise. With this capital the 
employes are enabled to produce goods for 
everybody, including themselves. 

The profits of industry should not be judged 
on the showing of any single year, but upon 
the average results over a period of years. For 
this reason, the relatively good profits of many 
companies in 1936 and 1937 should be consid- 
ered in conjunction with the subnormal earn- 
ings or the deficits in the years 1931-1935. 

According to the official Statistics of Income, 
the aggregate net worth, or book value of out- 
standing preferred and common stock and sur- 
plus account, of all manufacturing corpora- 
tions in the United States was reduced from 
$52,695,000,000 at the end of 1929 to $37,611,- 
000,000 at the end of 1935. This depletion of 
industrial capital, amounting to $15,084,000,000 
or 28 per cent, was the result of operating 
deficits, payment of dividends in excess of 
earnings, writing down of assets and by liqui- 
dations. 

New capital in large amounts is needed for 
the industries, not only to make up the heavy 
losses incurred during the depression but also 
to provide for normal long-term growth. If 
capital already invested in plant, equipment 
and materials is permitted to earn a reasonable 
return, and if business men have confidence in 
the outlook for profits and for business gen- 
erally, there should be a steady flow of the 
necessary new capital and new labor into the 
American industries. 


Trade Situation in China 





With the undeclared warfare between Japan 
and China entering upon the eighth month, 
sufficient data have become available for a pre- 
liminary survey of its effects upon trade. Al- 
though the trade of China alone amounts to 
little more than one per cent of all interna- 
tional commerce, the full consequences of the 
conflict cannot be measured in these terms. 
For some countries and for some products, the 
Chinese trade is more important than for 
others. Moreover, large foreign capital invest- 
ments, particularly British and Japanese, are 
at stake. 

Growing political unity, currency stabiliza- 
tion, improving finances, industrial expansion 
and a remarkable highway and railroad con- 
struction activity, made the economic situation 
of China more promising in the mid-Summer of 
1937 than at any other time in the past twenty 
years. Aided by excellent crops and world 
demand for raw materials, the increasing pros- 
perity of the country was reflected in its for- 
eign trade, and in the first seven months of 
1937 imports increased 37 per cent compared 
with the corresponding period of 1936, while 
exports gained 45 per cent, with the United 
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States occupying a leading position in both. 
The war brought a sudden end to this pros- 
perity, and within a few months Chinese trade 
was cut approximately in half. 
Foreign Trade of China 
Total Merchandise Trade velen, States Trade 


China Hongkong . Expts. Impts. 
Monthly (000,000 Yuan) (000,000 Hg$) Exp. imp. to from 
Averages to from Hong- Hong- 
19 Expts. Impts. Expts. Impts. China China kong kong 
Jeon.-July 56.2 76.8 27.1 35.56 3.73 1.27 -76 -79 
Aug.-Dec 62.6 81.5 82.8 40.7 4.14 4.74 .64 


Som, diilb 81.7 104.8 86.4 48.1 5.28 10.40 «71 
Aug. o-=- 45.2 55.5 382 55.7 6.08 7.96 1.55 
Sept. — 67.2 34.1 39.4 64.7 1.55 5.71 1.72 
Oct. —- 48.7 86.3 48.6 51,8 1.39 6.12 4.02 
Nov. —— 50.8 44.7 45.2 59.7 2.90 6.03 3.96 
Dec. ——— 55.2 52.6 1.79 4.99 3.90 
All Countries Affected 

All countries have sustained heavy losses in 
their Chinese business, with Japan the chief 
sufferer, having been practically eliminated 
from the trade of South and Central China. As 
indicated by the table, Chinese imports fell off 
more heavily than did exports, both recovering 
somewhat in the later months from the lowest 
levels reached just after the outbreak of hos- 
tilities. That the decreases in trade were not 
greater was partly because of a shifting of 
business through unobstructed ports, as evi- 
denced by the figures for Hong Kong cited in 
the table, and partly (in the case of exports) 
because port stocks of some commodities were 
fairly heavy, permitting shipments to continue 
for a time notwithstanding disrupted communi- 
cations with the interior. In the case of im- 
ports, the better movement reported in Novem- 
ber and December seems to have been due in 
part at least to heavier relief shipments into 
Shanghai and gradual arrival of goods held up 
in other ports pending cessation of fighting in 
this area. According to the January 19 issue 
of “Finance & Commerce” (Shanghai), “There 
has been no sign of any new business (in 
Shanghai), inward or outward, since August, 
and there is little prospect of any until the 
Yangtze delta is again opened to normal traffic.” 

Of our imports from China, tung oil ranks 
first in point of value, contributing some 23 
per cent of the total in 1936. While military 
operations along the Yangtze River have im- 
peded shipments from Hankow, the center of 
the producing area, ways have been found from 
time to time to get substantial quantities to 
tidewater, which, following heavy exports of 
tung oil to this country just prior to the out- 
break of fighting, have prevented the develop- 
ment of a shortage of this important drying 
oil of which China has practically a world 
monopoly. The importation of wolframite ore 
(tungsten base), of which China is the world’s 
leading producer and which is mined in the 
Southern provinces and shipped via Canton, 
has been maintained and supplies are likely to 
be ample. Shipments of antimony, on the other 


hand, another important Chinese product mined 
in the Central Yangtze region, have practically 
ceased on account of the blockade. 

Among our exports to China, mineral oils, 
machinery, motor vehicles and airplanes have 
held up better than most other products. The 
destruction of large stocks of flue-cured leaf 
tobacco in Shanghai, for which China was our 
second largest market for years, has resulted 
in some replacement orders, and more of our 
wheat and flour may go to China because of 
the blocking of food supplies from the interior. 
The following table shows the trade of various 
groups of commodities during the first five 
months of hostilities, in comparison with cor- 
responding figures for 1936 and for the first 
seven months of 1936 and 1937: 


Principal Chinese Imports and Exports 
(000,000 Yuan) 
19 


1937 
Jan.- Aug.- 
Imports July Dec. 
Machinery, tools, vehicles, etc. id 6 115.5 
Metals, OF©es, CtC. ....cc.cccccoccssssece 55. -2 108.1 
Petroleum, oils, fats, wax, etc. R > 17.2 
Chemicals, dyes, paints, ete i 17.6 
Raw cotton, yarn and thread . F 18.2 
Other textile mfrs. material 
Cereals and flour 
Paper, pulp, and manufact..... 

Tobacco 
All others 





Total 
Exports 
Animal products (hides, furs) 
Oils, tallow, wax, etc 
OOPGE, MEERAB, CC. occceccsrccccsssnseces 
Silk and other textile fibers... 
Textile manufactures 
Seeds and fruits 
Tea 
All others 
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Total 893.2 312.5 571.7 


Port Traffic and Internal Trade 

We have referred above to the shifting of 
Chinese trade channels caused by the military 
operations. Between July and October, im- 
ports through Shanghai slumped from 77 mil- 
lion yuan to 8 million, while at the same time 
imports through Canton and Kowloon—two 
cities having up to the present time direct rail 
connections with the Central Yangtze basin— 
rose from 6 million yuan to 12 million. Hong- 
kong has also attracted increased business, and 
many Shanghai firms have moved there or to 
Canton. The next table, from “Finance & Com- 
merce”, indicates the shift of trade between 
the various ports in the period July to October. 

Chinese Trade By Principal Ports 


% Change % Change 
July-Oct. Southern Ports July-Oct. 
Swatow 
Canton ns 
Kowloon 
Wuchow 
*Mengtsz 


Yangtze Ports 


Shanghai 
Nanking 


Northern Ports 
Tientsin 
Tsingtao 


*This city is a bordertown on a railroad connecting 
Hanoi (french Indo-China) with Yunnan. 
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While, more recently, trade figures at Shang- 
hai have recorded some improvement, for rea- 
sons already noted, evidence of the continued 
disruption of normal trade appears in the fol- 
lowing despatch to the New York Times, dated 
January 14: 

Before the war more than 80 per cent of China’s 
imports and exports were handled through North and 
Central China ports, Shanghai and Tientsin accounting 
for by far the greater bulk of this lucrative trade. At 
this writing nearly 60 per cent of China’s imports and 
approximately 45 per cent of her exports pass through 
South China ports still under the control of the Central 
Government. However, by far the major portion of this 
new import trade via the South China ports of Canton, 
Swatow, Foochow and Amoy is in armaments and 
merchandise needed in the prosecution of the war— 
imports which are exempt from customs tariffs. 


Serious as the consequences have been to the 
foreign trade, the destruction of property and 
blocking of transportation facilities have been 
even more disastrous to the vast internal trade 
plying between the agricultural and raw ma- 
terial producing interior and the industrial 
areas located largely along the coast. Except 
at Canton in the South, cotton manufacturing 
has been the important manufacturing activity, 
and Shanghai in particular has grown into 
one of the leading cotton textile centers of 
the world. Up to the present time the Tsingtao 
and Shanghai areas have suffered the greatest 
losses, the damage to physical property in 
Shanghai alone having been estimated at be- 
tween 750-1,000 million U. S. dollars, while 
the loss due to unemployment and stagnation 
of trade with the interior can hardly be calcu- 
lated. Early in February only 15 per cent of 
Shanghai cotton spindleage was reported ac- 
tive. A rise in the cost of living in Shanghai 
from 110 last July (1929=100) to 155 in 
December was symptomatic of the disturbed 
conditions. 

The Currency Situation 


Notwithstanding the confusion caused by the 
war, the Chinese currency has displayed a re- 
markable stability throughout the period. Im- 
ports have fallen more rapidly than exports, 
creating a favorable trade balance, a condition 
unusual for China. Moreover, large relief 
remittances from foreign sympathizers and 
Chinese abroad, coupled with increasing sales 
of silver by the Chinese Government to the 
United States Treasury, have given further 
support to the yuan, while limitations on de- 
posit withdrawals have prevented any serious 
flight of domestic capital overseas. 

A development of importance to foreign eco- 
nomic interests was the announcement this 
year of plans for the establishment March 1 in 
North China of a new central bank under Japa- 
nese auspices, its currency to be legal tender 


throughout North China and other Japanese 
occupied areas. The paid up capital of the new 
bank is to be yuan 50 millions, of which half is 
to be subscribed by existing Chinese banks and 
the balance to be supplied by the Government 
and Japanese interests. The new currency will 
have the effect of further broadening the yen 
bloc, and presumably exchange dealings, here- 
tofore free in these areas, will be subject to 
license and control, as in Japan. 


Importance of Foreign Investments 


In conclusion, a brief reference is in order 
to the importance of foreign capital invest- 
ments in China, latest comprehensive figures 
for which are those of Prof. C. F. Remer, who 
put the total in 1931 at approximately 3% 
billion dollars, distributed as indicated in the 
following table: 


Geographical Distribution of Foreign Investments 
In China 


(In Millions of U. S. Dollars) 
1902 1914 1931 
Shanghai 110.0 291.0 1,112.2 
Manchuria 216.0 361.6 880.0 
177.2 433.1 607.8 
284.7 524.6 642.5 


Total 787.9 1,610.3 








3,242.5 
By Countries: 
Great Britain 260.3 607.5 
Japan 1.0 219.6 1,136.8 
Russia 246.5 269.3 * 273.0 
United States 19.7 49.3 196.8 
France 91.1 171.4 192.4 
Germany 164.3 263.4 87.0 
All others 5.0 29.6 167.3 


1,189.2 




















Total 787.9 





1,610.3 3,242.5 


Source: C. F. Remer: Foreign Investments in China, 
1933. 


*Most of these investments were in the Chinese East- 
ern Railway, which since 1931 has been taken over by 
the Japanese. 


According to this study, the British held in 
1931 the largest Chinese investments, approxi- 
mately three-quarters of their holdings being 
in the Shanghai area. Japan was a close 
second, with about two-thirds of her holdings 
in Manchuria (now Manchukuo). American 
investments were calculated at approximately 
$200,000,000, of which about 65 per cent were 
around Shanghai. 

While our own investments in China appear 
relatively small, it is evident that the aggre- 
gate amount of foreign capital at stake is large 
enough to be a matter of concern to all coun- 
tries. Heavy losses in the Far East, by whomso- 
ever borne, are not likely to be confined to the 
countries immediately affected, but because of 
the interdependence of trade, tend to affect all. 
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